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Utilities/Power
Investor feedback on utilities/power stocks - Part 2

Summary:
Since our initiation of coverage of the Utilities sector last week, we’ve collected various feedback from clients. As a follow-up to part
1 (click here), we offer additional perspectives on our coverage universe.
● DTE's midstream business continues to weigh on the stock's valuation though investors recognize DTE's exceptional financial track

record plus some potential upside to the midstream earnings.
● Investors recognize that EXC and PEG do not currently reflect any value for their merchant power businesses, with little

differentiation between both stocks, but see little incentive to support the names ahead of FRR decisions in IL/NJ and an update
on a federal investigation of EXC’s lobbying practices in IL.

● The recent short squeeze and upcoming regulatory updates are likely behind a strong outperformance of AGR and PPL vs. the
XLU since our launch (+7.8% for AGR and +9.3% for PPL vs. +5% for XLU). The stories continue to face challenges, but AGR’s
NY rate case settlement should be filed any day now and the BOEM should update its review of the Vineyard Wind project in mid-
June. Ofgem, the UK electric/gas utility regulator, should update its thoughts on allowed returns for electric transmission and gas
distribution networks in late June, and that could be neutral to marginally positive for PPL, we believe.

● The recent rally among smid-cap stocks seems to have supported smaller water utilities, with AWK, our top pick for water names,
trailing smaller names, SJW in particular, despite no fundamental updates. Among water names, AWK continues to attract most
investor support, especially from those with an ESG mandate. Hedge funds remain attracted to WTRG given potential upside to gas
earnings in PA and some expecting WTRG’s gas earnings to gradually gain a water P/E multiple vs. the current 30% discount, we
estimate. Investors recognize AWR's strong operational and financial track record despite a pension-related earnings hit in 1Q20.

Highlights
Regulated/diversified electric/gas utilities:

AGR (Neutral): The updated rate case settlement for AGR’s NY utilities (NYSEG & RG&E) should be out any day and that, together
with management’s outreach has triggered a debate on AGR’s bear investment thesis. In ME, AGR has filed a court challenge
to the inclusion of the NECEC electric transmission project on the November ballot – a court decision would need to come out
before September 11 when the ballots should be printed. Last week’s FERC decision on the MISO electric transmission ROE and
the methodology to set it has been widely seen as constructive by investors though more for AEP/FE rather than New England
transmission operators (AGR/ES). The new methodology when updated for a 100 bps RTO adder would imply a wider range of
reasonableness, with the high end 10.6-10.7%, we estimate. Challenges to FERC transmission ROEs for New England operators
are still pending, they cover a different/earlier period (thus a higher interest rate environment) and FERC has not yet opined on
additional non-RTO ROE adders and thus a cap on the all-in transmission ROEs for new projects. AGR currently earns ~11.3% in all-
in transmission ROEs in CT and ME (vs. ~11.5% for ES), so we/investors don’t see much (if any) downside to AGR’s transmission
earnings assuming higher incentive caps. Management still expects the BOEM to comment on the Vineyard Wind (VW) offshore wind
project (a supplement to VW’s Environmental Impact Statement) on June 12 and the Bureau to issue the final permit for the project
in December 2020. Assuming no additional delays, we hope for some positive implications for AGR and ES.

DTE (Buy): Among all of our Buy-rated names, we had expected most constructive investor feedback on DTE given that the stock
seemed to be trading even below the fair value of its regulated utilities (assuming a CMS-like P/E). The feedback has been mixed
with the stock just marginally outperforming the XLU since our launch though gaining some strength this week. In general, investors
recognize DTE’s strong execution track record and its premium regulated utilities in MI. They admit that DTE’s midstream business
is less commodity-price sensitive than average, that it could benefit from higher gathering demand in the Northeast in 2021 and
that NEXUS could see some longer-term contracts if/when ACP/MVP pipelines get delayed. Yet, an average investor would rather
create a “synthetic DTE” by buying shares of CMS and a midstream business, though the latter would have to come at a negative
equity value to truly reflect DTE’s current valuation. We hope that with strong operational execution, no negative updates from Antero/
Southwestern, and further construction delays for MVP/ACP the DTE stock should continue to re-rate through the end of 2020.

EXC (Buy)/PEG (Neutral): Investors don’t see much difference between the two stocks or the reason to support either one any time
soon. Neither implies any value for their respective merchant power businesses even though both should see some upside to their
nuclear power earnings from IL and NJ eventually pursuing the FRR option outside of the PJM capacity market. For EXC, investors
seem reluctant to support the stock ahead of an update on a pending federal investigation of Exelon’s/ComEd’s lobbying practices in
IL or the November legislative session in the state where the FRR future could be decided. For PEG, though the company thinks no
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legislation is needed for NJ to pursue an FRR option, the NJ BPU (state’s utility regulator) is unlikely to opine on the FRR until early/
mid-2021, we believe. In the meantime, PEG’s electric transmission ROE should drop and the company is likely to pursue an equity
stake in Orsted’s Ocean Wind offshore wind project off the coast in NJ, likely intensifying the debate about the future of margins of
PEG’s gas plants in NJ/MD/CT.

PPL (Neutral): Investors seem unanimously surprised by our Neutral stance on the name despite ongoing FX pressures and the lack
of growth prospects for PPL’s US utilities until 2025 or beyond. Our Neutral rating was based a combination of somewhat fair valuation
and our expectations that Ofgem’s pending review of allowed equity returns for electric transmission and gas distribution won’t result
in an incremental reduction in the equity return (RORE) on the back of lower interest rates. The returns are still coming down however
– starting April 2023, we’d expect the realized RORE for WPD to not exceed 9% vs. ~13-13.5% currently. Since our launch, PPL has
outperformed the XLU by 420 bps and now the stock seems to imply a 37% premium to the 2022 EV/RAB for WPD assuming just a
5% discount to PPL’s slow growing US utilities. The valuation yet again looks rich to us though PPL’s 6% 2020 dividend yield does
provide some support, and we believe the company could maintain the current level of dividends given lower regulated utility capex.

Water utilities:

AWK (Buy): Investors continue to like the story and, for once, few questioned AWK’s current valuation premium vs. an average
electric utility (~52% on our 2022 estimates). Investors appreciate how resilient the stock has been YTD (+0.7% vs. -8.7% for XLU
and -5.4% for S&P 500). The heavy regulatory calendar for 2020 doesn’t seem to worry investors.

AWR (Buy): Dedicated water utility investors recognize AWR’s strong earnings/operational track record despite a large pension-
related earnings hit in 1Q20. The high valuation premium we assign to AWR’s (and AWK’s) military contracts has received some
debate, but overall we’ve heard little to no pushback to our bullish stance on AWR especially given growing volatility in earnings of
AWR’s peers in CA, CWT and SJW.

WTRG (Neutral): Hedge funds and some long-onlys remain attracted to WTRG given potential upside to gas earnings in PA and
some expecting WTRG’s gas earnings to gradually gain a water P/E multiple vs. the current 30% discount, we estimate. We recognize
incremental cost levers on the back of the Peoples merger and that the look back repair tax application to be filed for the business
in PA could deliver incremental earnings though it’s tough for us to say how meaningful the EPS benefit would be after sharing with
ratepayers. We do admit, however, that the stock does not currently discount any incremental earnings upside in PA.
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Utilities/Power  Disclosures
I, Angie Storozynski, hereby certify: (1) that all of the views expressed in this report accurately reflect my personal views about any and all of the subject securities or
issuers; and (2) that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this report.

As with all employees of Seaport Global Securities LLC, a portion of our analysts’ compensation is paid from the total collection of revenues from all areas of the
firm including but not limited to Investment Banking and Sales and Trading departments. In no instance are research analysts’ compensation directly derived from
Investment Banking revenues.

Other Companies Mentioned in This Report
• Avangrid, Inc. (AGR: $43.50, Neutral)

• American States Water Company (AWR: $81.73, Buy)

• PPL Corporation (PPL: $27.60, Neutral)

• Essential Utilities, Inc. (WTRG: $42.87, Neutral)

• Exelon Corporation (EXC: $38.38, Buy)

• SJW Group (SJW: $61.38, Neutral)

• American Electric Power Company, Inc. (AEP: $84.69, Buy)

• American Water Works Company, Inc. (AWK: $123.72, Buy)
• DTE Energy Company (DTE: $108.27, Buy)
• Public Service Enterprise Group Inc. (PEG: $50.56, Neutral)
• Eversource Energy (ES: $80.51, Buy)
• Utilities Select Sector SPDR Fund ETF (XLU: $58.97)
• FirstEnergy Corp. (FE: $42.26, Buy)
• CMS Energy Corporation (CMS: $57.51, Buy)

Please contact Seaport Global Securities LLC, for important disclosure information for covered companies. Contact the Director of Equity Research at (949) 274-8052
or write to Seaport Global Securities LLC, 600 Anton Boulevard, Suite 1700, Costa Mesa, CA 92626.
Clients should also refer to https://sgsecurities.bluematrix.com/sellside/Disclosures.action for price charts, as well as specific disclosures for covered companies.

Explanation of Ratings
Seaport Global Securities analyst ratings include (effective Feb. 1, 2017):

Buy - The investment outlook and risk/reward over the following 12 months are favorable on an absolute basis and relative to the peer group.
Neutral - The investment outlook and risk/reward over the following 12 months are neutral on an absolute basis and relative to the peer group.
Sell - The investment outlook and risk/reward over the following 12 months are unfavorable on an absolute basis and relative to the peer group.
NA - A rating is not assigned.

Prior to Feb 1., 2017, Seaport Global Securities analyst ratings included:
Buy - The investment outlook and risk/reward over the following 12 months are very favorable on an absolute basis and relative to the peer group.
Speculative Buy - The investment outlook over the following 12 months is very favorable on an absolute basis and relative to the peer group, however, there
is higher than average risk associated with the investment that could result in material loss.
Accumulate - The investment outlook and risk/reward over the following 12 months are favorable on an absolute basis and relative to the peer group.
Neutral - The investment outlook and risk/reward over the following 12 months are neutral on an absolute basis and relative to the peer group.
Reduce - The investment outlook and risk/reward over the following 12 months are unfavorable on an absolute basis and relative to the peer group.
Sell - The investment outlook and risk/reward over the following 12 months are very unfavorable on an absolute basis and relative to the peer group.
NA - A rating is not assigned.

Ratings Distribution
Research Coverage Investment Banking Clients*

Rating Count % of Total Count % of Total % of Rating
Category

Buy 49 55.1% 3 75.0% 6.1%
Neutral 36 40.4% 0 0.0% 0.0%
Sell 4 4.5% 1 25.0% 25.0%
Total 89 100.0% 4 100.0% 4.5%

 
*Investment banking clients are companies for whom Seaport Global Securities has provided investment banking services in the
previous 12 months.
Note: Ratings Distribution as of March 31, 2020

This material has been prepared by Seaport Global Securities LLC, a U.S. registered broker-dealer, member FINRA and SiPC, employing appropriate expertise,
and in the belief that it is fair and not misleading. Seaport Global is the global brand name for Seaport Global Securities LLC (“SPGS”) and its affiliates worldwide.
Information, opinions or recommendations contained in the reports and updates are submitted solely for advisory and information purposes. The information upon
which this material is based was obtained from sources believed to be reliable, but has not been independently verified. Therefore, we cannot guarantee its accuracy.
Additional and supporting information is available upon request. This is neither an offer nor solicitation of an offer to buy or sell any security or investment. Any opinions
or estimates constitute our best judgment as of this date, and are subject to change without notice. Not all products and services are available outside of the US or
in all US states. © 2020. Seaport Global Securities LLC. All rights reserved. No part of this report may be reproduced or distributed in any manner without the written
permission of SPGS. SPGS specifically prohibits the re-distribution of this report, via the Internet or otherwise, and accepts no liability whatsoever for the actions of
third parties in this respect.

For Canadian Investors:

Seaport Global Securities LLC, is not registered in Canada, but relies on the International Dealer Exemption in each province. This report was not prepared in
accordance with Canadian research disclosure requirements. The information contained herein is not, and under no circumstances is to be construed as, a prospectus,
an advertisement, a public offering, an offer to sell securities described herein, solicitation of an offer to buy securities described herein, in Canada or any province or
territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the
relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the
dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. Under no circumstances is the information contained
herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information
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contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such
securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any way
passed upon these materials, the information contained herein or the merits of the securities described herein and any representation to the contrary is an offence.

For UK and European Investors:

MARKETING COMMUNICATION

The Seaport Group Europe LLP (“SGE”) and Sea Port Group Securities (Europe) LLP (“SPGSE”) are authorized and regulated by the Financial Conduct Authority. Due
to their size and structure, their analysts may represent the interests of the firm or of companies referred to in its research. As a result, SGE or SPGSE does not hold
its research out as being impartial. This research is non-independent and is classified as a Marketing Communication under the FCA’s rule COBS 12.2.18. As such it
has not been prepared in accordance with legal requirements designed to promote the independence of investment research and it is not subject to the prohibition on
dealing ahead of the dissemination of investment research in COBS 12.2.21. However, SGE and SPGSE have adopted internal procedures which prohibit employees
from dealing ahead of the publication of non- independent research, except for legitimate market making and fulfilling clients’ unsolicited orders.

Analysts may forward a draft copy of the non-independent research, prior to publication, to the subject company in order to verify facts. Where such verification is
sought, the analyst must remove any rating or investment summary from the non-independent research prior to forwarding it to the subject company. Any subsequent
amendments to the non-independent research are to correct factual inaccuracies only. Any matters of judgment are the author's own and our analysts will not amend
the non-independent research on the basis of an issuer's contrary view.

Price targets or Projections

Price targets or projections, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any price target or projection may
be impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the company's earnings
fall short of estimate.

DISCLAIMERS

This material is: (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or a solicitation of an offer
to buy any investments or other related financial instruments in any jurisdiction where such offer or solicitation would be illegal; and (iii) is based upon information that
we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such.

Opinions expressed are current opinions as of the original publication date appearing on this material only and the information, including the opinions contained herein,
are subject to change without notice. Members of Seaport Global may from time to time perform investment banking or other services (including acting as advisor,
manager or lender) for, or solicit investment banking or other business from, companies mentioned herein. Further, members of Seaport Global, and / or its officers,
directors and employees, may, from time to time, have long or short positions in, and buy or sell, the investments, securities, derivatives (including options) or other
related financial instruments thereof, of companies mentioned herein, or related investments, securities, derivatives or other related financial instruments. In addition,
members of Seaport Global may act as a market maker and principal, willing to buy and sell certain of the investments, securities or other related financial instruments
of companies mentioned herein. Further, members of Seaport Global may buy and sell certain of the investments, securities or other related financial instruments of
companies mentioned herein, as agent for its clients.

Investors should consider this report as only a single factor in making their investment decision and, as such, the report should not be viewed as identifying or suggesting
all risks, direct or indirect, that may be associated with any investment decision. SGE, SPGSE and other non-US members of Seaport Global, their officers, directors and
employees may, to the extent it relates to non-US issuers and is permitted by applicable law, have acted upon or used this material immediately following, its publication.

The securities described herein may not have been registered under the U.S. Securities Act of 1933 (“ACT”) , and, in such case, may not be offered or sold in the United
States or to U.S. persons unless they have been registered under such Act, or except in compliance with an exemption from the registration requirements of such Act.

Unless governing law permits otherwise, you must contact a Seaport Global entity in your home jurisdiction if you want to use our services in effecting a transaction
in the investments, securities or other related financial instruments mentioned in this material.

This publication has been approved for distribution in the United Kingdom by The Seaport Group Europe LLP and Sea Port Group Securities (Europe) LLP, which are
authorized and regulated by the Financial Conduct Authority (FCA). It is intended only for investors who are professional clients and eligible counterparties as defined
by the FCA, and may not, therefore, be redistributed to other classes of investors.

The Seaport Group Europe LLP, Sea Port Group Securities (Europe) LLP and other Seaport Global entities manage conflicts identified through the following: their
Chinese Wall, confidentiality and conflicts of interest policies, maintenance of a Restricted List and a Watch List, personal account dealing rules, policies and procedures
for managing conflicts of interest arising from the allocation and pricing of investments, securities or other related financial instruments and disclosure to clients via
client documentation.
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